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THIS PROGRAM IS NOT INTENDED TO PROVIDE
SPECIFIC LEGAL OR ACCOUNTING ADVICE

This Program is not intended to provide the participant with specific legal or
accounting advice. For solutions to legal and accounting questions, consult your

attorney and/or certified public accountant.
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The sequence of the Figure Numbers for this Program correspond to Joining
And L eaving the Dental Practice, Second Edition, and Business, L egal And Tax

Planning for the Dental Practice, Third Edition.
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() LEGISLATIVE UPDATE
A. Legidation Affecting Y our Practice.

1. Estate Plans.

2. Employment Policies.

3. Hiring and Firing.

4. Retirement Plans.

5. IRS Priorities.

6. Corporate Practices.
a State L egislations Move Slow.
b. White Paper.

7. Worker Classification.
a Associates.
b. Retired Doctors.
C. Hygienists.
d. No Harm, No Foul, Right?
e. Section 530 Relief.

8. S-Corporation Distributions.

a Socia Security Wage Base $106,800 or Retirement Plan
Contribution Level.

b. 2009 GAO Report — $23.6 Billion Estimated Loss for Y ears 2003
and 2004.

B. The Effects of Health Care Reform on Y ou, Y our Family and Staff.
1. Medical Reimbursements.
2. Provisions Effective In the Future.
a Grandfathered Status.

b. State Health Care Exchanges — 2014.
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3. Written Health Plan Requirement.

4, Summary Plan Description Requirement.
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l. SUCCESSION PLANNING FOR CO-OWNERSHIP

A. When Can | Afford to Retire?

How Long Do | Plan to Work Full-Time?

Do | Want or Need a Partner?

What Would | Do With My Time If | Didn’t Work or Work Less?

m©o o

Speciaist?
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Il HOW DO | DO THIS?

A. Assemble Advisory Team With Experience and Who Interact Well With Each

Other.

Understand How All Advisors Are Paid.

Determine Exit Choice With / Through Y our Advisory Team.
Authorize Preparation of Practice Valuation.

Authorize Preparation of Associate Employment Agreement.

Authorize Preparation of Confidentiality Letter for Candidates.
Conduct Candidate Search.

I 0TmM MO0 ®

Conduct Candidate Interviews.
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. HOW DO | LOCATE MY SUCCESSOR AFTER MY EXIT CHOICE IS
DETERMINED?

Dental Fraternities.

A. Professional Advertisements.
B. Practice Brokers.

C. Dental Schools.

D. Advisors.

E.

F.

Even Sunday Newspapers.
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IV. ASSESS PRACTICE SUCCESSION OPTIONS BEFORE
ENTERING INTO CO-OWNERSHIP

Complete Sale.

Hire Associate with Later Sale.

Co-Ownership.

Solo Group Arrangement.

Merger.

Walk Away.

mmo o w >
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V. COMPLETE SALE VERSUS CO-OWNERSHIP

A. Why Would Y ou Admit a Partner?

B. The Buy-In is a Give-Away — It Merely Only, and Hopefully, Sets-Up Y our
Buy-Out.

C. What is the Effect on Y our Compensation With a Partner?
Is There Enough Production?

E. How Effective Are Y our Systems?
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VI. HIRE ASSOCIATE WITH LATER SALE
A VERY VIABLE ALTERNATIVE FOR SEVEN YEARS OF
CONTINUED PRACTICE

Locate Associate.

B. Y our Due Diligence.
C. Termination Option for Either Party for One Y ear.
D. Authorize Preparation of Valuation Report.
1. Vauation Date — One Y ear Out After Associate Employment Starts?
2. Mutually Agreed Equipment and Technology Purchases Before the Sale.
E. Earnest Money Deposit In the Form of a Promissory Note.
F. Letter of Understanding.
G. Authorize Preparation of All Agreements.
H. Importance of Restrictive Covenant in Associate Employment Agreement.
1 Buy-Out Provision?
l. Payment Terms.

J Y our Continued Employment.
1 If Y ou Need to Continue to Work, Maybe Y ou're Not Ready To Sell?

2. Advantageous for Large and "Leader" Oriented Practices.
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Vil. CO-OWNERSHIP

A. Reasons Why Co-Ownership Relationships Succeed.
1 Key — Quality People.
B. Reasons Why Co-Ownership Relationships Fail.

1. Key — Some Trigger Exists Whereby the Relationship Should Not Have
Been Entered Into.
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VIll. SOLO GROUP ARRANGEMENTS VERSUS CO-OWNERSHIP

A. No Mandatory Buy-Out of Second Half of Practice.
B. Autonomy of Practices.

C. Favorable Tax Benefits Because the Anti-Churning Rules Do Not Apply For
Practices Formed Before August 10, 1993, Except For Family Members.

D. Separate Retirement and Health Plans.

Sharing of Employees.
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IX. MERGER

A. Provides Additional and Important Associate/ New Owner Production.
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X.  WALK AWAY IN CO-OWNERSHIP

A. Happens Where the Relationship With the New Owner Fails, in Certain

Geographic Areas and In Unique and Specialty Practices.
B. The Economics Are Okay Though.
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XI.

VALUATIONS IN A FRACTIONAL SALE

I 0T moOO® »

New Owner Will Not Be Willing to Incur a Pay Reduction.

Pay the Lender(s).

Pay Operating Expenses.

Within aMeasured Period of Time.

Accountant's Confirmation of the Valuation Report.

Risky for Dr. Senior Due To Internal Financing, Unless

Dr. Senior Guarantees Dr. Junior’s Loan.

Vauations are Prepared in a Tax-Neutral Manner.

Accounts Receivable Versus Prepaid Contracts in Orthodontic Practices
What Percentage of Patients Will Stay and Referral Sources Refer?

What Percentage of Last Year's Collections Should Be Used to Value the Practice
If Purchaser Expects Some Reduction of Patients or Referral Sources?
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Xll. HIRING OR BECOMING THE ASSOCIATE

The Associate Interview Process.

Spouse in the Practice.

Length of Association, 1-3 Y ears, Then What?
When Will Y ou Relocate or Expand?

Proposal for Employment.

Worker Classification.

®© " Mmoo w P

Key Employment Agreement Provisions.
1. Restrictive Covenant.
a When Does it Start?
b. A Buy-Out?
C. Associate's Patients.
2. Compensation.
Collections.

a
b. Adjusted Production.

C. Base Salary vs. Draw
d. Benefits, Insurances and Direct Business Expenses.
e Bonuses, Based on Production or Discretionary?
3. Termination Provisions.
a Notice.

b. Cause — Cure Period?
C. Death, Disability.
d. Lossof License.

H. Associate to Ownership.
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XIil.

CO-OWNERSHIP — THE GOOD, THE BAD AND THE TAX!

A. Forms of Co-Ownership:

Practice Groups Characteristics

1. Two Doctor Practice ¢ Most Common Form of Co-Ownership
2. Specialty Group  Buy-Outs are Usually Deferred Compensation
* First to Get Out in Best Position
3. Multi-Specialty Group » Need Same Specialist for Buy-Out
4. Private Practice — General and Multi * Perfect
Specialty Medical Building/Condo
5. Group With More Than One Family * Third-Party Needs a Buy-Out of the
Member Restrictive Covenant
6. Part-Time Group * Quasi-Office Sharing Arrangement
7. Corporate Group  Limited Market for Interest
8. Large Practice — General Dentistry  Tough to Keep Revenue Consistent
» Tough for Younger Owners to Get Out
9. Solo Group * Buy-Outs are Not Mandatory, Except for
Catastrophes
10. Multiple Locations » Founding Owner, Plus Other New Owners
and Separate Entities
11. Consultant and Dentist Corporate Groups e The Dentist is the Custodian of the Patient
Charts

12. Specialists Purchasing General Practices » Goal — to Increase Referrals and Earn a
Profit

B. Associateships and Employment Agreement Terms.
1 Compensation, Insurances, Direct Business Expenses and Benefits.
2. Restrictive Covenants.
3. Termination of Employment.

C. Dealing with Advisors,
1. Assembling the Team.
2. Understand How All Advisors are Paid.
How Do | Locate My Successor?

E. Practices Consisting of Two or More Owners Are Becoming More Common as
the Number of Practices That Expand or Relocate Increase.

F. We Can't Deal With the Buy-In, Unless We Deal With the Buy-Out.
1. Three Categoriesin Any Business and Tax Structure of Co-Ownership.
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2. Buy-Ins Are Typically Owner Financed, Unless A Guaranty — Buy-Outs
Paid in Cash?
Preparation of Practice Vauations Are Prepared in a Tax-Neutral Manner.

4, Business and Tax Structure Will Increase or Decrease the Buy-In Purchase
Price and Buy-Out Formula.

5. Business and Tax Structure Should Be Determined Prior to the Associate
Commencing Employment — or a Fight Will Follow.

6. Associate Employment Provisions, Equity Purchase Provision, Letter of
Understanding or All Agreements Prepared — Is the Owner's Succession
Plan Figured Out?

7. Will or Should Dr. Junior Incur a Pay Reduction?

Buy-In Business and Tax Structures are Similar, But Not Identical, to Buy-Out
Business and Tax Structures — The Three Methods.

1. Purchase and Sale of Stock/Voting Units, Reduced by the Tax Detriment
to Purchaser Purchasing Stock or a Membership Interest in After-Tax
Dollars— The Only Method Without Risk?

2. Purchase and Sale of Stock/Voting Units at a Low Vaue without
Goodwill, Coupled With Compensation Adjustments for the Buy-In and
the Entity's Purchase of Personal Goodwill or Payment of Deferred
Compensation for the Buy-Oui.

3. Three Entity Method — an LLC of Professional Corporations or Individual
Doctors as Members. What Entity Owns What? August 10, 1993, The
Big Day!

The Buy-In.

1 Risk 1 — Compensation Shifts.

2. Risk 2 — The Anti-Churning Rules.

a Examples 17 and 20 of the Ginsburg Treatise.
b. Example 19 — IRC Reg. 1.197-2(k) Example 19.

3. Risk 3 — S-Corporation Distributions in Three Entity Method — Is This
Safe?

4. Risk 4 — Worker Classification.

The Buy-Ouit.

1 Risk 1 — Personal Goodwill Relating to Co-Ownership.

2. Risk 2 — Deferred Compensation.

3. Risk 3 — The Anti-Churning Rules Apply!
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4, Risk 4 — Worker Classification.
J. Practical Considerations.

1 Optional Versus Mandatory Buy-Outs.

2. Dispute Resolution Mechanisms.

3. Owners Approximately the Same Age.

4. Three or More Doctor Practices — Doctor Two Does Not Want to be
Affected by the Buy-Out of Doctor One by Doctor Three.

5. L ease Assignments, Renewal Options and Building Ownership.

6. Relocation or Expansion — It Will Happen!

7. Cost of Technology and the Importance of a Return on Investment.

8. Necessity of Accountant to Prepare an Example of Allocation of
Compensation.

0. Determining Advisor Responsibility to Inform the Doctor(s) of the Risks?

10. Post-Retirement Employment.

K. Operations

1. Decision-Making Control.
a Close Corporation Statutes or 51% / 49% V ersus 50% / 50%.
b. Certain Decisions Require Unanimous Consent

2. Dispute Resolution Mechanisms.

3. Allocation of Compensation.
a Percentage of Collections of an Owner As a Percentage of

Collections of All Owners
b. Fixed and Variable Costs Allocated Equally to Each Owner and
Available Compensation Allocated By Respective Collections.

C. Payment of Benefits, Insurances and Direct Business Expenses.

4, Employment of Family Members as Doctors and Staff.

5. Debt.

L. The Important and Often Overlooked Buy-Sell Agreement.
M. What About the Real Estate?

* Figure 9-5 — Associate Needs Analysis
» Example-1 — Compensation Allocation
* Example-2 — Case Studies
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Example-3 — What Do Y ou Think?

Figure 11-1 — Criteriafor Successful Co Ownership

Figure 11-2 — Common Reasons Why Co Ownership Relationships Fall

Figure 11-3 — Effect of Compensation Shift

Figure 11-4 — Compensation Shift and Allocation

Figure 11-5 — Buy-In Methods

Figure 11-6 — Buy-Out Methods

Figure 11-7 — Potential Issues in Funding Retirement Plan Contributions With Associate
Profits and Compensation Based Buy-Ins.

Figure 11-8 — Compensation Allocation

Figure 11-9 — Chart

Figure 11-10 — Chart

Figure 11-11 — Chart

Figure 11-12 — Chart

Figure 11-13 — Chart

Figure 11-14 — Chart

Figure 11-17 — Buy-Sell Agreement Matrix

Figure 11-18 — Schedule E Corporate Share Value in the Event of Termination of
Employment

Figure 11-19 — Schedules A, B, C, D, E Agreed Share Vaue

Figure 11-20 — Schedules A, B, C, D Formula Share Value In The Event Of Death,
Permanent Disability, Election To Transfer, Or Retirement

Figure 11-21 — Liquidation Vaue

Figure 11-22 — Ten Questions On Co-Ownership

Example 1 — Corporate Division
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Figure 9-5

Associate Needs Analysis

A. Assumptions

1.

4.

Associate Will Work Full-Time — 32 Hours Per Week and Will Earn the
Greater of $120,000 (Includes Payroll Taxes and Benefits) Per Year or
30% of Adjusted Production, Including Hygiene Exam Fees, But Not
X-Rays or Hygiene Services.

Assistant Will Cost $35,000 Per Y ear, Inclusive of Compensation, Payroll
Taxes and Benefits.

Additional Equipment, Remodeling, Supply and Laboratory Costs,
Payable Over 7 Y ears, Inclusive of Interest of $10,000.

Marketing and Advertising Costs of $10,000

B. Costs and Required Collections

1. ASSOCIGLE.....veveeeeeeetiseeteesteseseeseesteseseesesessesessesessesesessenessesesensenenes $ 120,000
2. ASSISEANT ...ttt nnas $ 35,000
3. Capital Expenditures, Suppliesand Lab: ........cccoecvvereeieieeniennnn $ 10,000
4. Marketing and AdvertisSing COSES .......ccouereererererienenee e $ 10,000
5. Estimated Yearly Associate CoSt.........cccoeveeeireieeeeecresieeeeereene $ 175,000
6. Divided by 12 MONENS .......coviiiiiieeeeeeee e + 12
7. Minimum Monthly Collections Before Administrative
0] | SRS $ 14,583
C. Analysis
1. Practice Should Earn a 10 - 15% Administrative Profit On the Associate.
2. Consider Mentorship Time, New Patient Flow, Facility Use, Practice
Systems, Reduction of Practice Owner's Collections.
3. How Many Active Patients Are There in the Practice?
4, Why isthe Associate Being Hired?
5. Note, $120,000 is 30% of $400,000.
6. Business Rule — If Variable Costs are Covered and Associate Contributes

to Fixed Costs, the Decision to Hire is Economically Sound.
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Example-1

Compensation Allocation

For each consecutive month of the Employment Term, Employee shall be entitled to
Basic Salary equal to: (a) the monthly collected revenues attributable to professional dental
services rendered to Corporation's Patients by Employee; (b) less fifty percent (50%) of
Corporation's fixed overhead expenses (prorated on a monthly basis); (c) less fifty percent (50%)
of Corporation's variable overhead expenses (prorated on a monthly basis); and (d) less al direct
business expenses (prorated on a monthly basis) incurred by Corporation and attributable to
Employee's aforementioned professional dental services on behaf of Corporation, which
monthly collected revenues, fixed expenses, variable expenses, and direct business expenses
shall be determined by Corporation's accountant and approved by Corporation's Board of
Directors.
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Example-2

Case Studies

A. Unincorporated Dentist or Specialist Hiring New Dentist or Specialist to Become

Successor.
B. Dentist or Specialist is Organized as a C-Corporation and Hires Successor.

C. Father/Mother Admits Son/Daughter as Owner After Associateship.

D. Husband and Wife Dentists Admit Dr. Three as Owner After Associateship.
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Example-3

What Do You Think?

You purchased or established your practice in 1990. You are very busy, have already
relocated, have made the decision to hire an associate and are contemplating co-ownership in the
future. You plan on practicing full-time for another 10 years. The associate employment
agreement is prepared, the practice valuation is completed and your exit strategy is defined.

Question A.
When should the ownership agreements be prepared?

Question B.
What business and tax structure should be used?

1 Purchase and Sale of Stock in After-Tax Dollars Adjusting the
Purchase Price?

2. Stock Excluding Goodwill?
3. The Three Entity Method?

4, A Solo Group Arrangement?
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Figure 11-1

Criteria for Successful Co-Ownership

1. Dr. Junior agrees to a mandatory buy-out of Dr. Senior upon retirement in accordance
with a predetermined and agreed upon formula to account for future practice growth;
incentives and disincentivesin place to ensure that the parties live up to their obligations;

2. Practice valuation and transition memorandum are prepared as early as possible;

3. Thereisa"way out" or exit that is available for any owner;

4, Patient base remains separate for each owner and any associate dentist in generd
practices;

5. The practice is economically healthy;

6. There are sufficient new patients and growth;

7. The existing owner(s) cannot incur a drop in compensation, unless time in practice is
reduced;

8. The owners are compatible with each other;

0. The economics of the associate buy-in are "fair" to both or al parties;

10.  Compensation and benefits are allocated fairly;

11. Decision making control of the practice is agreed upon by both or all parties, with dispute
resolution devicesin place;

12.  Spousal involvement in the practice is agreed upon by both or all partiesin advance.

© 2015 William P. Prescott, E.M.BA., J.D. and
Wickens, Herzer, Panza, Cook & Batista Co.

BOT-00054.Programs\1251035.docx Page 23




Figure 11-2

Common Reasons Why Co-Ownership Relationships Fail

1. The economics of the associate buy-in(s) and owner buy-out(s) are incorrect and
unrealistic;

2. Insufficient patients and/or referral sources,

3. Disproportionate quality of clinical treatment;

4, Disproportionate productivity;

ol

Disproportionate effort;

6. Varying long-range or strategic goals;

7. Failqre to discuss practice business through regularly scheduled board or owner
meetings;

8. Practicing in the wrong location;

0. Inefficient facility design;

10. Inability to compromise;

11. Personality conflicts and other personality issues;

12. Ineffective management and/or delegation of management duties and responsibilities,
including staff training;

13. Ineffective leadership; and/or

14. Inadequate, unrealistic, outdated or the absence of buy-in, operational and buy-out
documents.
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Figure 11-3

Effect of Compensation Shift

Assumptions
Capital Gains—20%
Ordinary Income — 40%

Per $500,000 Buy-In

Pre-Tax Pur chaser Seller Total
Purchase Price $500,000 $500,000 $500,000
Tax Rate N/A 40% 40%
Taxes Paid N/A $200,000 $200,000
Post-T ax Pur chaser Seller Total
Purchase Price $500,000 $500,000 $500,000
Tax Rate 40% 20% 60%
Taxes Paid $200,000 $100,000 $300,000
Per $100,000

Pre-Tax Pur chaser Seller Total
Purchase Price $100,000 $100,000 $100,000
Tax Rate N/A 40% 40%
Taxes Paid N/A $40,000 $40,000
Post-T ax Pur chaser Seller Total
Purchase Price $100,000 $100,000 $100,000
Tax Rate 40% 20% 60%
Taxes Paid $40,000 $20,000 $60,000

Given capital gains of 20%, inclusive of State Tax and AMT, and ordinary income rates of 40%,
it costs one-third more to purchase stock in after-tax dollars than it does to reallocate
compensation. This assumes that the senior doctor actually performs administrative and
management services in exchange for the feespaid. Potential Risk!
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Figure 11-4

Compensation Shift and Allocation

3. Employee's Compensation.

3.1 Basic Sdary. For each consecutive month of the Employment Term,
Corporation shall pay Employee a basic salary (herein called the "Basic Salary") equa to any
other Officer/professional employee of Corporation. The Basic Salary shall be payable in at
least monthly installments and prorated (on a daily basis) if the Employment Term terminates
prior to the completion of any monthly period.

3.2  Year-End Bonus. In consideration of Employee's productivity and overall

contribution to the benefit of the Corporation, Corporation shall also pay Employee a bonus
(herein called the "Y ear-End Bonus") before the end of each Corporate fiscal year as follows:

(@

(b)

(©)

(d)

(€)

(f)

The sum of the available bonus pool, as determined by
Corporation's Board of Directors,

Add al Basic Sdary and advance bonus payments paid to
Employee and Dr. for such Corporate fiscal year;

Add al "unique" expenses (as herein defined) paid by Corporation
on behalf of Employee and Dr. for such Corporate fiscal
year;

Multiply the sum of (a), (b) and (c), above, times a fraction, the
numerator of which is Corporation's collections attributable to
Employee's rendering of professional dental services for such
Corporate fiscal year, and the denominator of which is
Corporation's  collections attributable to Employee's and
Dr. 's rendering of professional dental services for such
Corporate fiscal year;

Subtract all Basic Salary and advance bonus payments paid to
Employee for such Corporate fiscal year; xx[and]xx

Subtract direct business expenses attributable to Employee's
employment with Corporation, which direct business expenses
include; (i) dental laboratory; (ii) automobile; (iii) travel;
(iv) entertainment; (v) continuing education; (vi) retirement plan
contributions; and (vii) any other expenses, as determined by the
Corporation's Board of Directorsxx[.]xx xx[; and]xx
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xX[(g) Subtract the Management Fees payable to Dr. under a
certain Practice Management Agreement, dated , 20 ]xx

The Corporation's Board of Directors may make partial advance payments
of bonus from time to time during a Corporate fiscal year based upon Corporation's general cash
and financial position. xx[it is determined by Corporation's Board of Directors that the Y ear-End
Bonus is a negative amount, then such negative amount shall be treated as a cash advance by
Corporation to Employee which shall be repaid through an offset against Employee's future
Basic Sadlary; provided, however, that upon termination of this Agreement and the Agreement
Term, Employee shall immediately repay the cumulative total of any outstanding cash advances.
Corporation's Board of Directors may require said advances to be evidenced by a promissory
note (in form and substance satisfactory to Corporation).]Jxx Any Year-End Bonus shall be
prorated (on a monthly basis) if the Agreement Term terminated prior to the completion of any
Corporate fiscal year.
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Figure 11-5

Buy-In Methods

1. Stock in after-tax dollars

No tax risk

Simpleand
straightforward

Capital gainsto seller
Basis to purchaser
Security for payment

Dr. Junior unaffected by
sale of Dr. Senior's stock
to athird doctor

Expensive

After-tax dollarsto
purchaser

Contingent and unknown
liabilities

2. Stock excluding
goodwill, coupled with
compensation shift

Stock excluding
goodwill, coupled with
purchase of personal
goodwill individually.

* An individual's

pur chase of personal
goodwill in place of the
compensation shift is
not amortizable.

Inexpensive and
affordable for the new
owner

Potential tax risk
Ordinary income to seller
Minimal security for
payment

Second owner affected by
senior owner's sale of
stock to athird doctor

3. Three entity method

Amortizable, if practice
formed after August 10,
1993

Owner flexibility in
business expense
alocation

Dr. Junior unaffected by
Dr. Senior's sale of stock
to athird doctor

Goodwill non-
amortizable, if practice
formed after August 10,
1993

Three tax returns

All employees are covered
in retirement plan
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Figure 11-6

Buy-Out Methods

1. Stock in after-tax
dollars

No tax risk

Simpleand
straightforward

Capital gainsto seller
Basis to purchaser
Buy-out madein cash
Dr. Junior unaffected by
sale of Dr. Junior's stock
to athird doctor

Expensive
After-tax dollarsto
purchaser

2. Stock excluding
goodwill, coupled with
corporation’s purchase
of personal goodwill or
payment of deferred
compensation

* Anindividual's
purchase of personal
goodwill in place of the
cor poration's purchase
or payment of deferred
compensation isnot
amortizable.

Arguably, capital gains
to seller, relative to
corporation's purchase of
personal goodwill
Deferred compensation
inexpensive and
affordable to Dr. Junior,
but not as beneficial to
seller as corporation's
payment of personal
goodwill

Buy-out paid in cash,
except for deferred
compensation

Potential tax risk — low
stock value / purchase and
sale of persona goodwill
Cannot be subject to a
restrictive covenant —
little security for payment
of deferred compensation

3. Three entity method

Amortizableif the
practice is formed after
August 10, 1993

Owner flexibility for
business expense
alocation

Dr. Junior unaffected by
Dr. Senior's sale of
interest to athird doctor

Goodwill not amortizable
if practice formed before
August 10, 1993

Three tax returns

All employees are covered
in retirement plan
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10.

Figure 11-7

Potential Issues in Funding Retirement Plan Contributions
With Associate Profits and Compensation Based Buy-Ins.

This mechanism assumes that associate buy-ins can be made as a compensation shift
resulting in mostly a pre-tax buy-in. In a C-corporation, the compensation shift could be
recharacterized to a non-deductible dividend.

The economics of the associate buy-ins are based upon future projections of growth that
may or may not occur. The associate/new owner may leave the practice if the future
projections of growth are incorrect.

What is the facility relocation cost to accommodate the new doctor? Will the existing
facility alow for significant increases in revenues and profits?

If the retirement plan adopted is a defined benefit plan, significant contributions are
mandatory, not optional.

Any defined benefit plan will need to be in effect for minimally three years, usualy five
years. What happens if contributions cannot be made?

Human behavior and theoretical outcomes greatly differ. Behavioral change is
mandatory to change economic outcomes.

Profitability will affect income allocation.

Practice owners are being told that they can fund their retirement plan from the efforts of
the associate/new owner. The associate/new owner and this individual's advisors may not
share the same view.

Tax-qualified retirement plans are not for everyone. What about real estate and other
investments outside of the retirement plan? This assumes that the doctor has the
discipline to save outside of the tax-qualified retirement plan.

Practice management is crucial to the success of this mechanism to increase revenues and
profitability on a consistent basis. Given the quality, quantity and economic cost of
management training, will the doctor(s) change the practice for the better?
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Figure 11-8

Compensation Allocation

Senior Owner

3. Employee's Compensation. During the Employment Term, Corporation shall
allocate Employee's compensation and any bonuses (collectively the "Basic Salary") as
periodically determined by Corporation's Board of Directors and as described in the
"Compensation Allocation” in Schedule A, attached herein and incorporated herein by reference.

Corporation's Board of Directors may make partial advance payments of the Basic
Salary from time to time during a Corporate fiscal year based upon Corporation's general cash
and financial position. If it is determined by Corporation's Board of Directors that the Basic
Salary is a negative amount, then such negative amount shall be treated as a cash advance by
Corporation to Employee which shall be repaid through an offset against Employee's future
Basic Salary; provided, however, that upon termination of this Agreement and the Agreement
Term, Employee shall immediately repay the cumulative total of any outstanding cash advances.
Corporation's Board of Directors may require said advances to be evidenced by a promissory
note (in form and substance satisfactory to Corporation). Any Basic Salary shall be prorated (on
a monthly basis) if the Agreement Term terminated prior to the completion of any Corporate
fiscal year.

New Owner

3. Employee's Compensation. During the Employment Term, Corporation shall
alocate Employee's compensation and any bonuses (collectively, the "Basic Saary") as
periodicaly determined by Corporation's Board of Directors and as described in the
"Compensation Allocation” in Schedule A, attached hereto and incorporated herein by reference.
Notwithstanding the foregoing, Employee's Basic Salary shall be reduced and offset by the
Management Fees payable to Dr. under a certain Practice Management Agreement
of even date, between Corporation and Dr.

Corporation's Board of Directors may make partial advance payments of the Basic
Salary from time to time during a Corporate fiscal year based upon Corporation's general cash
and financial position. If it is determined by Corporation's Board of Directors that the Basic
Salary is a negative amount, then such negative amount shall be treated as a cash advance by
Corporation to Employee which shall be repaid through an offset against Employee's future
Basic Salary; provided, however, that upon termination of this Agreement and the Agreement
Term, Employee shall immediately repay the cumulative total of any outstanding cash advances.
Corporation's Board of Directors may require said advances to be evidenced by a promissory
note (in form and substance satisfactory to Corporation). Any Basic Salary shall be prorated (on
a monthly basis) if the Agreement Term terminated prior to the completion of any Corporate
fiscal year.
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SCHEDULE A

Compensation Allocation

For each consecutive month of the Employment Term, Employee shall be entitled to
Basic Salary equal to: (a) the monthly collected revenues attributable to professional dental
services rendered to Corporation's Patients by Employee; (b) less fifty percent (50%) of
Corporation's fixed overhead expenses (prorated on a monthly basis); (c) less fifty percent (50%)
of Corporation's variable overhead expenses (prorated on a monthly basis); and (d) less all direct
business expenses (prorated on a monthly basis) incurred by Corporation and attributable to
Employee's aforementioned professional dental services on behaf of Corporation, which
monthly collected revenues, fixed expenses, variable expenses, and direct business expenses
shall be determined by Corporation's accountant and approved by Corporation's Board of
Directors.
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Figure 11-9

Overhead Allocation Chart

\ Practice Pays Overhead Pro Rata Overhead

Category Dr. Senior Dr. Junior Dr. Senior Dr. Junior
1. Practice Revenue $1.00 $1.00 $1.00 $1.00
2. Overhead -.6 -.6 -.6 -.6
3. Available Compensation Percentage 4 4 4 A4
4. Doctor Revenue X .6 X .4 .6 4
5. Overhead N/A N/A -3 -3
6. Doctor Compensation 24 .16 3 A
7. Doctor Compensation as Per centage of 24 .16 3 A
Available Compensation —— = 60% — = 40% —_— = T% = 25%
4 4 4 A4
8. Doctor Compensation as a Per centage of .24 .16 3 A1
Practice Revenue — % 40% - 40% 5 = 50% 7 = 25%

Over time, Dr. Junior rarely produces more than Dr. Senior. In other words, the percentages change very little over 20 years.

In a solo group, some expense categories will be equally allocated and some on the basis of productivity or collected revenue. However, each practice pays its own staff (with some sharing),
supplies (except for common supplies), lab, direct business expenses, insurances and benefits.

Where the practice pays the Overhead, each owner is allocated compensation egual to the respective owner's collections, multiplied by the Available Compensation Percentage.
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Figure 11-10

Overhead Allocation Chart

\ Practice Pays Overhead Pro Rata Overhead

Category Dr. Senior Dr. Junior Dr. Senior Dr. Junior
1. Practice Revenue $1.00 $1.00 $1.00 $1.00
2. Overhead -6 -6 -.6 -.6
3. Available Compensation Percentage 4 4 4 A4
4. Doctor Revenue X .55 x .45 .55 45
5. Overhead N/A N/A -3 -3
6. Doctor Compensation .22 .18 .25 A5
7. Doctor Compensation as Per centage of .22 .18 2 A5
Available Compensation -4  ° 55% T 45% - 4~ 62.5% -4~ 37.5%
8. Doctor Compensation as a Per centage of .22 .18 2 A5
Practice Revenue —55 = 40% —45 = 40% s =45.45% .44 = 33.3%
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Figure 11-11

Overhead Allocation Chart

\ Practice Pays Overhead Pro Rata Overhead

Category Dr. Senior Dr. Junior Dr. Senior Dr. Junior
1. Practice Revenue $1.00 $1.00 $1.00 $1.00
2. Overhead -6 -.6 -.6 -.6
3. Available Compensation Percentage 4 4 4 A4
4. Doctor Revenue X.5 X.5 5 5
5. Overhead N/A N/A -3 -3
6. Doctor Compensation 2 2 2 2
7. Doctor Compensation as Per centage of 2 2 2 2
Available Compensation = 30% = 50% = 50% = 50%
4 4 4 4
8. Doctor Compensation as a Per centage of 2 2 2 2
Practice Revenue s = 40% s = 40% s = 40% s = 40%
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Figure 11-12

Overhead Allocation Chart

\ Practice Pays Overhead Pro Rata Overhead

Category Dr. Senior Dr. Junior Dr. Senior Dr. Junior
1. Practice Revenue $2,000,000 $2,000,000 $2,000,000 $2,000,000
2. Overhead -1,200,000 -1,200,000 -1,200,000 -1,200,000
3. Available Compensation $ 800,000 800,000 800,000 800,000
4. Doctor Revenue X.6 X.4 1,200,000 800,000
5. Overhead N/A N/A -600,000 -600,000
6. Doctor Compensation $ 480,000 320,000 600,000 200,000
7. Doctor Compensation as Percentage of Available $ 480,000 320,000 600,000 200,000
Compensation _— = 60% —_— = 40% —_— = 75% _— = 25%
$ 800,000 800,000 800,000 800,000
8. Doctor Compensation as a Percentage of Practice $ 480,000 320,000 600,000 200,000
Revenue _— = 40% _— = 40% _— = 50% —_— = 25%
$1,200,000 800,000 1,200,000 800,000
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Figure 11-13

Overhead Allocation Chart

\ Practice Pays Overhead Pro Rata Overhead

Category Dr. Senior Dr. Junior Dr. Senior Dr. Junior
1. Practice Revenue $2,000,000 $2,000,000 $2,000,000 $2,000,000
2. Overhead -1,200,000 -1,200,000 -1,200,000 -1,200,000
3. Auvailable Compensation $ 800,000 800,000 800,000 800,000
4. Doctor Revenue X .55 X .45 1,100,000 900,000
5. Overhead N/A N/A -600,000 -600,000
6. Doctor Compensation $ 440,000 360,000 500,000 300,000
7. Doctor Compensation as Per centage of $ 440,000 360,000 500,000 300,000
Available Compensation “sso000 T T T
8. Doctor Compensation as a Per centage of $ 440,000 360,000 500,000 300,000
Practice Revenue stioo0 woom Ok Lo > woow o
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Figure 11-14

Overhead Allocation Chart

\ Practice Pays Overhead Pro Rata Overhead

Category Dr. Senior Dr. Junior Dr. Senior Dr. Junior
1. Practice Revenue $2,000,000 $2,000,000 $2,000,000 $2,000,000
2. Overhead -1,200,000 -1,200,000 -1,200,000 -1,200,000
3. Available Compensation $ 800,000 800,000 800,000 800,000
4. Doctor Revenue X.5 xX.5 1,000,000 1,000,000
5. Overhead N/A N/A -600,000 -600,000
6. Doctor Compensation $ 400,000 400,000 400,000 400,000
7. Doctor Compensation as Per centage of $ 400,000 400,000 400,000 400,000
Available Compensation s s000 0% o000 0% 000 0% awo0 S0%
8. Doctor Compensation as a Per centage of $ 400,000 400,000 400,000 400,000
Practice Revenue TsooowOF oo P oo P Tiomow

© 2015 William P. Prescott, EIM.BA., J.D. and
Wickens, Herzer, Panza, Cook & Batista Co.

BOT-00054.Programs\1251035.docx

Page 38




nZm<m QZ—FTQO—<—

~~
&

(b)

(©)

Figure 11-17

Buy-Sell Agreement Matrix

Contract Terms
Nature of Parties’ Obligations
. Practice/ .
Purchase Payment Purchase of Pract_pe/ Remaining Departing Departing
. Remaining Owner has
Price Terms Insurance Owner(s) | Owner Must .
@ (b) © owner() | paveoption | Sell Option to
Must Buy Sl
to Buy
Death
Permanent
Disability
Electionto
Transfer by
Owner
Termination
of Owner's
Employment
Retirement
Dispute

Purchase Price Options:

1 Stock In After-Tax Dollars

2. Stock Excluding Goodwill, Coupled With Corporation's Payment of Personal Goodwill or
Payment of Deferred Compensation.

3. Three Entity Method

Payment Term Options:

1. Cash

2. Promissory Note

3. Cash Down Payment and Promissory Note

Purchase of Insurance to Fund Obligation:
1. Life Insurance
2. Disability Buy-Out Insurance
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Figure 11-18

Schedule E

Corporate Share Value in the Event of
Termination of Employment

The value of the Corporate Shares of a Terminated-Shareholder shall equal: (a) the fair market
value of Corporation's dental equipment, office equipment and furniture (herein called the "Tangible
Assets') determined by (i) the net book value of the Tangible Assets as of the date of purchase, plus
(ii) one-third (1/3) of the depreciation previously taken by Corporation on the Tangible Assets as of the
Purchase Date; plus (b) the fair market value of Corporation's dental supplies determined by (i) the sum of
the dental supplies purchased by Corporation for the most recent twelve (12) months immediately
preceding the Purchase Date, and (ii) divided by twelve (12) months, and (iii) multiplied by three (3)
months; plus (c) the fair market value of dental instruments determined by (i) the sum of Corporation's
billed and collected revenues for the most recent twelve (12) months immediately preceding the Purchase
Date, and (ii) multiplied by one-haf percent (1/2%); plus (d) percent ( %) of
Corporation's accounts receivable on the Purchase Date; less (€) Corporation's long-term debt on the
Purchase Date; and (f) the sum of (&) through (€) multiplied by a percentage, the numerator of which is
the percentage of the Corporate Shares owned by the Terminated-Shareholder, the denominator of which
is the number of Corporate Shares owned by all Shareholders.

xX[Dr. 1]xx

xX[Dr. 2]xx

xxX[Dr. 3]xx
—Shareholders—

XX[PROFESSIONAL CORPORATION]xx
By:

xX[Dr. 1]xx, President

And:
xX[Dr. 2]xx, Vice-President

And:
xX[Dr. 3]xx, Vice-President

—Corporation—

, 20
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Figure 11-19

Schedules A, B, C, D, E

Agreed Share Value

The value of each Corporate Share of a Deceased, Disabled, Electing, Terminated or Retiring-
Shareholder shall equal Dollars ($ ).

Corporate Share Values May Vary According To The Triggering Event

xX[Dr. 1]xx

xX[Dr. 2]xx

xX[Dr. 3]xx

—Shareholders—

XX[PROFESSIONAL CORPORATION]xx

By:

xX[Dr. 1]xx, President

And:
XX[Dr. 2]xx. Vice-President

And:
xX[Dr. 3]xx, Vice-President

—Corporation—

, 20
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Figure 11-20

Schedules A, B, C, D

Formula Share Value In The Event Of Death,
Permanent Disability, Election To Transfer, Or Retirement

The value of the Corporate Shares of a Deceased, Disabled, Electing or Retiring-Shareholder
shall equal: (@) the sum of Corporation's billed and collected gross revenues for the fiscal year
immediately preceding the fiscal year in which a Shareholder's Death, Disability, Election to Transfer, or
Retirement occurs; (b) multiplied by %; and (c) multiplied by a percentage, the numerator

of which is the percentage of the Corporate Shares owned by the Deceased-Shareholder, D
Shareholder, Electing-Shareholder, or Retiring-Shareholder, and the denominator of which is the
of Corporate Shares owned by al Shareholders.

Separate Schedule for Termination of Employment

isabled-
number

xX[Dr. 1]xx

xX[Dr. 2]xx

xX[Dr. 3]xx

—Shareholders—

XX[PROFESSIONAL CORPORATION]xx

By:

xX[Dr. 1]xx, President

And:

xX[Dr. 2]xx. Vice-President

And:

xX[Dr. 3]xx, Vice-President

—Corporation—

, 20
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Figure 11-21

Liquidation Value

The Liquidation Value of the Company on the Valuation Date shall equal the most recent
appraisal of Company's dental practice completed by or any appraiser designated by
the Members.
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Figure 11-22

Ten Questions On Co-Ownership

Question 1.

Is the associate who acquires a 49% or 50% practice interest, the candidate who will
purchase the remaining 51% or 50%?

Answer 1.

Probably not, and the practice owner should not elevate the associate to ownership
without the incoming doctor being obligated to buy-out such owner(s) upon retirement.
Retirement should be a defined term in the buy-out agreements and may include a "no later than
date', e.g., age 70. If the incoming doctor will not agree to buy-out the retiring doctor, it is
difficult to sell the retiring doctor's interest to a third party who must work with the remaining
doctor.

Question 2.

If the newly admitted owner is acquiring a 49% or 50% interest of the practice for fair
market or appraised value, won't he or she want equal decision making control?

Answer 2.

First, if the incoming owner is acquiring his or her interest for fair market value, the new
owner should want to purchase an interest in the practice equal to any other owner, e.g., 50% in a
two-doctor practice. Otherwise, the parties are not truly "partners’. And yes, the newly admitted
dentist or speciaist does desire to maintain equal decison making control in the practice.
However, it is rare where associate buy-ins are paid in cash as the lender requires the practice as
security. Where the practice owner guarantees the new doctor's loan, the practice owner is still
financing the buy-in due to the guarantee. Therefore, until the incoming owner pays for his or
her interest in the practice, | do not object to decision making control remaining with the existing
owner(s) until such interest is fully paid, typicaly in five or seven years. However, certain
decisions such as hiring a new dentist or speciaist or relocating the practice would require the
unanimous consent of both or all owners during this period. Thereafter, decision making control
can be equal, provided that appropriate dispute resolution mechanisms are contained in the
agreements. Roughly 16 states have close corporation statutes, whereby decision making control
can be determined by contract. These statutes are useful tools as multiple owners can be
admitted and the "founder” of the practice can maintain decision making control so long as such
individual retains one share of stock in the professional corporation.

Question 3.

Will the incoming doctor be willing to pay the fair market value of the practice interest
being purchased as of the date of the buy-in?

© 2015 William P. Prescott, E.M.BA., J.D. and
Wickens, Herzer, Panza, Cook & Batista Co.

BOT-00054.Programs\1251035.docx Page 44




Answer 3.

Probably not. The incoming doctor would prefer to have the practice value determined as
of the date that the associate agreement is signed, as opposed to the completion of the associate
period, e.g., after three years. Therefore, the practice owner should not interview any associate
until his or her succession plan is prepared and the practice valued. Preparation of a succession
plan includes delineating the tax and business structure of leaving the practice and may include
admitting a new owner or selling the practice in its entirety at some point. | prefer to prepare all
ownership agreements prior to the new doctor commencing employment so that significant
issues are not raised at a later date. Minimally, | would want the practice valuation completed,
the associate employment agreement prepared and a letter of intent outlining the future
ownership. An exception to this would be where the associate relationship is permanent and will
not lead to future ownership. The succession plan will be applicable irrespective of the identity
of the associate/candidate. What seems to be a workable solution is to revalue the practice after
predetermined performance and quality standards are consistently met by the associate being
elevated to ownership. New patients brought to the practice by or collections attributable to the
associate are measured and the goodwill is correspondingly reduced. This should be
distinguished with the solo group arrangement, whereby the associate buys the goodwill
attributable to his or her developing patient base. Not dealing with the future working
relationship in advance usually leads to disagreements and misunderstandings at the time
ownership is offered.

Question 4.

What steps should the new doctor take prior to commencing employment if co-ownership
is contemplated?

Answer 4.

The new doctor should determine, both qualitatively and quantitatively, what he or she
wants in a practice, rather than entering into an associateship just to have ajob. Assuming that
the vision and objectives of both parties are the same or substantially similar, the new doctor
should sign a confidentiality letter and commence the due diligence or purchaser "homework"
investigation prior to commencing employment. Unfortunately, this significant step is often
overlooked by both parties as the practice owner should complete his or her due diligence
investigation of the incoming doctor/candidate.

Question 5.

What recourse does a practice owner have in the event that the new owner does not
perform as expected or if the parties just cannot work with each other?

Answer 5.

Ownership in dental and dental specialty practices may be offered earlier than is
appropriate, e.g., three years, rather than requiring the associate to attain predetermined quality
and productivity standards. As a result, the parties can end up in a dispute where expectations
differ. Thus, the newly admitted owner's employment agreement may include a "termination by
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notice" provision and the buy-out agreements would specify who stays and who leaves the
premises in the event of a dispute. Obvioudly, if the existing practice owner terminates the
ownership without cause, the newly admitted owner would be bought out for full fair market
value, provided that the departing new owner complies with the restrictive covenant provisions
contained in the buy-out agreements. As an alternative, the buy-out agreements may provide that
the newly admitted owner can elect to be bought out for the pro rata value of the tangible assets
of the practice only, less any amount(s) owed to the practice owner(s), and retain the charts of
those patients customarily treated by such newly admitted owner. This assumes that the new
owner has paid for the goodwill attributable to his or her patient base within the practice. And
yes, each doctor's patients should remain separate. In this case, the departing doctor would be
permitted to practice within the restricted area, but not solicit other patients of the practice or its
employees, except perhaps for his or her assistant. While thisissue is more complex in specialty
practices because patients and referral sources will probably not be separate, it is solvable.

Question 6.

Wheat if the newly admitted owner does not honor his or her obligation to purchase the
retiring owner'sinterest in the practice?

Answer 6.

If the newly admitted owner does not honor his or her obligation to buy-out the retiring
owner, there would be a breach of contract claim by the retiring doctor against the remaining
doctor. Additionally, the owner and buy-out agreements would provide that the employment of
this owner would terminate and such breaching owner would receive very little for his or her
interest in the practice. The agreements would further provide that the restrictive covenants
would remain in effect. Thereafter, the retiring dentist or specialist would search for a new
candidate to purchase the practicein its entirety.

Question 7.

Should family members and spouses be permitted to work in the practice?
Answer 7.

Some of the best run practices employ non-doctor family members as administrators.
These relationships should be identified and deat with at the time that the co-ownership
relationship is structured, hopefully prior to the associate picking up a "handpiece’. From my
experience, some of the most difficult spouses in the practice are males who function as office
administrators. However, thisis only a generalization. If the spouse works in the practice, the
compensation should be the fair market value of such services, as opposed to a lower value,
which is often the case. A very positive reason to employ the non-doctor spouse(s) is to obtain
the favorable retirement plan contributions, e.g., a safe harbor 401(k) profit-sharing plan.
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Question 8.

How should the owners alocate compensation and benefits?
Answer 8.

Compensation and benefits are typically alocated in one of four ways by: (1) the
respective collections of one owner as a percentage of the collections of al owners,
(2) ownership percentage; (3) the administrative and management duties performed by one
owner and not the other(s); or (4) a combination of these methods. Where compensation is
allocated by respective collections or production, certain expenses, e.g., occupancy costs, may be
allocated equally and this should be defined in the respective employment agreements, the
limited liability company operating agreement or partnership agreement. If one owner does not
desire to participate in the retirement plan, a bad idea, such owner can be written out of the plan
and admitted at a later date. Those expenses and benefits that are disproportionate among the
owners can be fairly allocated under the compensation formula. An example of this may be an
automobile expense, continuing education and travel or dental laboratory costs. It should be
noted that compensation based upon respective collections or production is relatively uncommon
for aspeciaist, especialy orthodontists and pediatric dentists.

Question 9.

Are owner buy-outs paid for over time and isthere arisk of default?
Answer 9.

Y es, because the goodwill portion of the buy-out will be deferred compensation and paid
over time. Buy-outs of personal goodwill are very problematic.

Question 10.

How are buy-outs handled when two or more owners are roughly the same age?
Answer 10.

When two or more owners are roughly the same age, it is difficult, although this is a
generalization, to continue co-ownership with two or more new doctors in place of the retiring
doctors. What does work well, however, is to split the practice into two separate entities as a
solo group and sell each practice separately. The respective purchasers obtain the benefit of
sharing expenses in one facility, assuming they chose to do so.
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Example 1

Corporate Division

Dr. Smith and Dr. Jones have practiced for 10 years as shareholders in their denta

specialty practice and no longer desire to practice with each other due to production disparities.

Drs. Smith and Jones meet the requirements under Section 355 of the Tax Code to implement a

corporate division of their C-corporation. The doctors have one practice facility and after

negotiations, it was decided that Dr. Jones would relocate Dr. Jones' practice to another location

and Dr. Smith would retain the existing facility. In exchange for Dr. Jones shares of stock,

Dr. Jones will form a new corporation and will receive half of the assets of the C-corporation that

Dr. Smith will retain, plus a specified sum of cash for the budgeted cost of relocation.

Considerations:
1 Number of Locations.
2. General or Speciaty Practice?
3. Are Section 355 Requirements Met?

4. Real Estate.

5. Separate Patient Base for Each Shareholder in a General Practice.

6. A Real Nice Letter to PatientsReferral Sources.
7. Who Stays’'Who Relocates?
8. The Alternative | s a Court Ordered Dissolution.

9. Debt.
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XIV. SOLO GROUP ARRANGEMENTS AND MERGERS.

A. Solo Group Arrangements As An Alternative To Co-Ownership.

1. Amortization of Goodwill Permitted, Except for Family Members.

2. Usually, No Mandatory Buy-Out.

3. Sharing of Staff Permitted.

4, Separate Retirement Plans Permitted.

5. Usually Not for Dental Specialists.
B. Mergers.

1. Always Look.

2. What to Charge and How?

3. Is ThisaLater Mandatory Buy-Out?

4. What If You Don't Like Each Other?

5. Who Stays, Who Goes?

» Figure 12-1 — Solo Group Arrangements Office Sharing Agreement Provisions
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Figure 12-1

Solo Group Arrangements /
Office Sharing Agreement Provisions

1. Management of the facility, decision making procedures, and dispute resolution
provisions.

2. Work schedules and use of the facility.

3. Joint and individual checking accounts.

4, Division of expenses either shared equally or based upon respective practice productivity.
5. Facility maintenance.

6. Equipment repair.

7. Sharing of certain staff members as well as payment of staff compensation, fringe
benefits and retirement plan contributions.

8. Confidentiality of patient records and/or referral sources.

0. Use of telephone lines.

10. Mutual indemnification or hold harmless provisions.

11. Maintenance of current license to practice the doctor's profession.
12. Responsibility for repair of the premises other than equipment.
13.  Capital and cash contributions.

14. Requirements to sublet or assign space, as well as the process to hire or engage an
associate doctor.

15.  Termination provisions.
16. Miscellaneous provisions, e.g., an integration clause whereby the document contains the
entire agreement relative to the subject matter, possible arbitration in the event of a

dispute, jurisdiction and venue provisions, changes to the agreement must be in writing.

17. Maintenance of malpractice/liability insurance with specific coverage limits.
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18.  Any individua or entity who or which acquires the practice of a retiring or departing

practice owner may be required to become a party to the Office Sharing Agreement as a
condition to the practice sale.

19. The dates, time and place of respective practice owner meetings to discuss common
agenda items and business.

20. Rea Estate and Lease commitments — who stays and who leaves in the event of a
dispute.
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XV. DISPUTE RESOLUTION — FINDING MIDDLE GROUND
Board/Member Mestings.

Annual Meetings.

Close Corporation Agreements.

Third Party Arbitrator.

m O o w >

Corporate Division.

m

Dissolution.

"Russian Roulette" Provisions.

r o

Termination of Dr. Junior's Employment With Disincentive.

Buy-Sell Agreements.

1. Who Stays, Who L eaves?

2. May Depend Upon Age.

3. Pay for Half, Y ou Can Compete.

J Litigation. Emotional, Costly and Lengthy — The Last Alternative!
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XVI. MAINTAINING YOUR PRACTICE ENTITY

A. Liability Protection and the Practice Entity.
B. If C-Corporation, Should We Elect S-Status?
C. The Practice Versus Real Estate.

D. Corporate / Entity Maintenance.

* Figure 16-5— For-Profit Y ear End Matter Information Sheet
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NAME OF CORPORATION

CLIENT NO.

—®

(B
(©)

Figure 16-5

For-Profit Year-End Matter Information Sheet

John Smith, D.D.S,, Inc.

9999.001

DIVIDENDS: Date Declared:

FISCAL YEAR ENDING

December 31,20

Amount Per Share: $

Date Paid:

Total Amount Paid: $

PROFIT-SHARING: Tota Amount (or percentage) contributed to Plan: $

%

TOTAL COMPENSATION (Basic Salary PLUS all bonuses) paid to key, management employees (Shareholders,

Directors, Officers) during the fiscal year:

Basic Salary TOTAL If Accrual Basis
Name of (According to Bonuses Taxpayer, TOTAL TOTAL
Employee Employment Agreement) Paid* Bonuses Accrued COMPENSATION
$ $ $ $
$ $ $ $
$ $ $ $
$ $ $ $
$ $ $ $

*Please also list bonusesin Item (D), below:

(D) BONUSES: All other employees. (Please attach additional sheets, if necessary)

Bonus Date Wasthis a Holiday
Name of Employee Bonus Paid Date Paid Accrued Accrued Season Bonus?
$ No  Yes
$ No  Yes
$ No  Yes
$ No  Yes
$ No  Yes
() SALARY INCREASES:
Name of Employee Effective Date Old Salary New Salar
$ $
$ $
$ $
$ $
$ $
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(F) MAJOR CORPORATE CAPITAL EXPENDITURES: (Over $5,000.00):**
ltem Date Purchased Cost

$
$
$

$
**(Note — If item purchased/sold was an automobile, list whether it was (a) purchased, or (b) sold, total purchase/sale price, date

purchased/sold, year and make of car, indicate if car isfor Corporate use only (or the particular person that will be using car) and give

details (if applicable) for financing, (e.g., financing institution, amount borrowed, date borrowed, interest rate and payment schedule).

(G) SEMINARSAND CONVENTIONSATTENDED:
Date Attended  Date Expenses PAID Place Subject Attendees

(H) MISCELLANEOUS TRANSACTIONS (eg., institution of benefit plans (e.g. Medical, Group-Term Life,
Disability, Employee Expense Reimbursement Accountability), real estate or equipment leases, amendments to the Articles
of Incorporation or Regulations, fiscal year changes, statutory agent changes, change of business address, charitable
contributions, directors fees, membership dues, reimbursement of expenses, etc.) Please give important details (e.g. date,

amounts, etc.).

() Management Fees Paid In Exchange For Management Services Rendered.

) No change in Officersand/or Directors (check if applicable).

(K If (1), above, not checked, then please list Officersand/or Directors.
President: Secretary:
Vice-President: Treasurer:
Vice-President: Other (if any):
Directors:
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XVIl. SUMMARY AND THOUGHTS

A.

Start Planning Early — Understand Your Exit Choices and Leave on Your
Terms.

Complete Sale — Simple, You Receive Mostly Capita Gains and the
Purchaser Can Deduct the Purchase Price.

Hire Associate With Later Sale — Avoids Complexities of Co-Ownership
and Perfect for Large or Unique Practices that Require Purchaser Mentorship.
Good For Seven Years Out; Sell in Three, Work for Four, or Vice-Versa

Co-Ownership — Works Only Where Dr. Junior Commits to Purchasing the
Second Half of Your Practice or Large Practices Already in Co-Ownership. Good
For More Than Seven Y ears Out.

More Than Two Doctor Practices — Buy-Outs Are Usualy Not Paid in
Cash.

Solo Groups — Good Alternative to Co-Ownership Because There is No
Mandatory Buy-Out of the Second Half of Y our Practice.

Mergers — Mostly Contingent Sales and Works Well For Practices Not
Otherwise Salable. Can Increase a New Owner’s Production.

Work One or Two More Years, Then Close the Doors — This Has Merit
and a Good Economic Outcome in Certain Situations.

Do Not Take Unnecessary Tax Risks,

Get Bought Out In Cash and Don't Forget Your Other Partner — the IRS!
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